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SUB J : DRAFT PAPER ON INTERNATIONAL RESOURCES FINANCING 

I WOULD LIKE TO MAKE THE FOLLOWING OBSERVATIONS CONCERNING 
SUBJECT DRAFT: 

1. DESCRIPTION AND ANALYSIS OF OPTION 1 IS VERY GOOD- 
ONLY MINOR PROBLEMS. 

2. DISCUSSION OF OPTION 2 AND COMMODITY BOND ISSUE 
NOT AS STRONG. 

3. THERE ARE REALLY THREE SUB-OPTIONS UNDER OPTION 2. 

A) A NEW INSTITUTION THAT WOULD BECOME PART OF 
THE WORLD BANK GROUP (SUCH AS THE IFC). 

B) A SPECIAL FUND ADMINISTERED TOTALLY BY THE 
EXISITING IBRD BUT WITH SPECIAL WEIGHTED VOTING 
PROCEDURES ON LOANS FROM THE FUND THAT REFLECT 
DONAR CONTRIBUTIONS. 

C) MORE RESOURCES LENDING BY THE IBRD. 

4. TWO SUB-OPTIONS OF OPTION 2 IN SUBJECT DRAFT SEEM 
TO REFER TO 3 A AND 3C ABOVE. THE INSTITUTION 
DESCRIBED IN 3 B AVOE, HOWEVER, SEEMS TO ME TO BE THE 
MOST SENSIBLE AS IT HAS MANY OF THE PROS AND AVOIDS 
MANY OF THE CONS OF OPTION 2 IN SUBJECT DRAFT PAPER. 
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ACCOMPANIED BY GREATER OPEC CONTROL OF LENDING BUT WITHOUT 
CHANGING OVERALL VOTING PATTERN OF IBRD. 

5. THE DISCUSSION OF COMMODITY BONDS AND THE ALTERNATIVE 
BOND CONCEPT HAS MANY PROBLEMS. THE PRECISE FINANCIAL 
INSTRUMENTS USED TO FINANCE A RESOURCE LENDING INSTITUTION 
IS A SECOND-ORDER, BUT VERY CONPLICATED QUESTION WHICH 
NEEDS MORE WORK. THE MOST IMPORTANT PRINCIPLE THAT 
SHOULD BE STRESSED IS THE NEED FOR A LENDING INSTITUTION 

TO SEARCH FOR INNOVATIVE MEANS TO FINANCE RESOURCE 
DEVELOPMENT, GIVEN THE PECULARITIES OF THIS FORM OF 
INVESTMENT, NAMELY, LONG LEAD TIMES, ECONOMICS OF SCALE, 

AND HIGH PRICE VOLATILITY. 

6. AS EXAMPLES OF SOME OF PROBLEMS WITH COMMODITY 
BOND DISCUSSION: 

A) IT IS ASSUMED THAT A COMMODITY BOND WOULD 
NOT PAY INTEREST. THIS NEED NOT BE THE CASE. 

B) IDEA BEHIND COMMODITY BOND IS TO SHIFT SOME 
DOWNSIDE RISK FROM PRODUCERS TO BONDHOLDERS. 

ALTERNATIVE CONCEPT AIMED AT ELIMINATING 
DOWNSIDE RISK TO BONDHOLDERS. 

C) THERE ARE OTHER WAYS OF ELIMINATING DOWNSIDE 
RISK, E.G. A CONVERTIBLE COMMODITY BOND 
WHICH IS A FINANCIAL INSTRUMENT AT LOW 
PRICES BUT CAN BE CONVERTED TO A COMMODITY 
BOND AT HIGHER PRICES. 
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